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2 MONTHLY REVIEW 


Member Bank Profits In 1944 
Fifth Federal Reserve District 


Four hundred and sixty-five Fifth District banks which 
were members of the Federal Reserve System at the be- 
ginning and also at the end of 1944 furnished a depository 
tor the safekeeping of funds in the amount of $5,067 
million on the last business day of the year, supported the 
U. S. Government bond market by adding $739 million 
of government securities to their holdings during the 
year, met the credit needs of their communities by ex- 
panding loans $112 million during the year, and dispatched 
the vital function of paying checks drawn on them run- 
ning in the neighborhood of $35 billion. 

For these services the 465 banks received $83 million 
in total earnings and were able to retain $27 million in net 
profits for the payments of dividends and for augmenting 
capital accounts. Figures are not available to show the 
total value of goods and services produced in the Fifth 
District, nor are all banks in the District accounted for 
among the 465. Yet the gross earnings of these 465 
banks accounted for about seven-tenths of one per cent 
of the estimated income payments of the District, and it 
is probable that the gross earnings of all banks in the Dis- 
trict was an even smaller percentage of the total value of 
goods and services produced in the District in 1944. 

Stockholders of the 465 banks received only 9 million 
in dividends and the remaining $18 million of net profits 
was used as a “security reserve” in the form of capital 
accounts to protect depositors’ funds. The net return on 
capital accounts of all Fifth District member banks as 
computed in the operating ratios averaged 7.4 per cent in 
the period from 1939 to 1944, inclusive. Dividends paid 
in this period have averaged 2.7 per cent of capital ac- 
counts, leaving a net increment to capital of 4.7 per cent 
per annum. In 1944 the net return on capital accounts of 
these banks was 8.9 per cent, while dividends paid were 
2.7 per cent of capital accounts. If term loans become 
an important function of banks in the postwar period, and 
many informed people believe they will, a strong capital 
position would be desirable, even a prerequisite to such 
business. It would be well, therefore, to have the capital 
position of banks fortified in advance, in order to be pre- 
pared for the risks inherent in term lending. 


Net Prorits 


The 465 Fifth District banks which were members of 
the Federal Reserve System in both 1943 and 1944 re- 
ported net profits after taxes in 1944 of $27,427,600, a 
gain of $6,498,300 or 31.0 per cent from 1943. Of the 
$6,498,300 increase in net profits from 1943 to 1944, net 
earnings from current operations contributed $4,838,400 
and recoveries and profits contributed $4,530,000, while 
taxes on net income reduced these gains by rising $2,870,- 


100. It is important to note that without the increased 
contribution of profits on sale of assets and recoveries in 
1944 the increase in net profits before taxes of these 465 
banks would have been but little more than half of what 
it was. 


Cash dividends of $9,038,400 were paid in 1944. This 
was a gain of $599,200 over dividends paid in 1943. The 
465 banks carried $18,389,200 of their net profits to capital 
accounts in 1944 compared with dividends paid of $9,038,- 
400 in that year, but the total capital accounts of these 
banks rose only $16,072,300 from December 31, 1943 to 
December 30, 1944. The difference in the amount of net 
profit carried to capital accounts and the increase in the 
capital accounts during the year is probably due to a re- 
duction in preferred or debenture stock held by the Re- 
construction Finance Corporation. 


Net earnings from current operations in 1944 rose in 
substantially greater percentage than did total earnings. 
This was caused by a smaller rate of increase of total 
expenses than of total earnings. Total earnings of the 
465 hanks amounted to $82,858,500 in 1944, a gain from 
1943 of $8,290,700 or 11.1 per cent. Total expenses, on 
the other hand, of $53,071,300 increased in this period 
$3,452,300 or 7.0 per cent. Net current earnings in 1944 
of $29,787,000 as a result of these changes rose $4,838,400 
or 19.4 per cent from 1943. 


The percentage increases in total earnings were not 
greatly at variance in the different sizes of banks with the 
exception of those banks with deposits of less than $500,- 
000. Total earnings of this group of banks rose 6.4 per 
cent. The increase in total earnings of the 465 banks from 
1943 to 1944 was 11.1 per cent. The largest was shown 
by the 59 banks with deposits ranging between $5 and $10 
million, and the smallest increase, aside from the smallest 
banks, was 9.9 per cent which was shown by the 106 banks 
making up the $1 to $2 million deposit group. 

Total expenses, on the other hand, rose in increasingly 
larger percentages from 1943 to 1944 as the size of the 
hanks increased, but this tendency stopped with the banks 
having deposits of $10-$25 million, and the two largest- 
size groups reported smaller increases in total expenses 
than banks with deposits between $2 and $25 million or 
than the 465 banks. Total expenses of the smallest 


banks increased 2.4 per cent from 1943 to 1944. The 
increase in expenses graduated generally upward to 10.1 
per cent for those banks with deposits of $10-$25 million. 
Banks with deposits of $25-$50 million showed increased 
expenses in the above period of 6.1 per cent and those 
banks with deposits of more than $50 million’ showed in- 
creased expenses of 5.9 per cent. 
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Net CurrRENT EARNINGS 


Primarily as a result of the larger increase in expenses 
as the size of the banks rose, net current earnings in gen- 
eral made the larger increases in the smaller banks and 
the smaller increases in the larger banks between 1943 
and 1944. Exceptions in this trend were the group of 
banks «with deposits under $500,000. Net current earn- 
ings of this group increased 19.6 per cent from 1943 to 
1944 or a considerably smaller percentage increase than 
the next largest size group of banks. Those banks hav- 
ing deposits between a half million and a million dollars 
showed the largest increases in net current earnings of 


30.6 per cent from 1943 to 1944. These increases become 
progressively lower up to the group of banks having $10- 
$25 million of deposits, which group increased its net 
current earnings 17.1 per cent. The banks with deposits 
between $25-$50 million increased their net current earn- 
ings 22.0 per cent, while the banks with deposits of more 
than $50 million increased their net current earnings 18.0 
per cent. 


The percentage changes from 1943 to 1944 in the dollar 
earnings, expenses, taxes on income and net profits of the 
465 banks are shown by size of bank in the following 
table: 


PERCENTAGE INCREASE IN TOTAL EARNINGS 
AND THEIR DISPOSITION OF 465 MEMBER BANKS 
FROM 1943 TO 1944 


janks with No. Total 

Deposits of: of Earn- 
(Million $) Banks ings 
Under % 13 6.4 
1 67 10.9 
106 99 

2-5 144 11.6 

5-10 59 12.8 

10 - 25 42 12.5 
25 - 50 15 10.5 
50 and over 19 10.4 
All Banks 465 11.1 


Sources OF EARNINGS 


Earnings on loans of the 465 banks declined $1,076,700 
or 3.9 per cent from 1943 to 1944, but all other sources of 
earnings rose appreciably in percentage. The principle 
earnings gain, however, came from securities, both in dol- 
lars and percentage. 


INTEREST AND DIVIDENDS FROM SECURITIES 


Interest and dividends from securities rose in the above 
period by $7,569,300 or 23.1 per cent, which increase ac- 
counted for 81 per cent of all the increases recorded in 
the various sources of earnings. This increase in the 
amount earned on securities was accompanied by an in- 
crease of 32.7 per cent in average security holdings," which 
indicates a reduction in the rate of interest earned in 1944 
from that earned in 1943. 

It was noticeable that the smaller banks in the main had 
larger increases in earnings from securities than the larger 
banks, but the differences were not marked except in the 
case of the banks with deposits of more than $50 million. 
This group of banks increased their earnings from securi- 
tics 14.3 per cent between 1943 and 1944. Banks with 
deposits of $25 to $50 million increased their earnings 
from securities 29.2 per cent in the above period, and the 
increases were progressively larger as the banks decreased 


a» Where average asset or liability figures are referred to they will be for 
1943, the average of the call reports of December 1942, June 1943 and 
October 1943; end for 1944 the call reports of December 1943, June 1944, 
and December 1944. 


Total Net Net Profits Taxes Net 
Ex- Current before on Net Pro- 
penses Earnings Taxes Income fits 

24 19.6 170.1 82.6 184.4 
4.6 30.6 31.5 68.4 27.6 
4.0 25.8 33.3 25.0 34.5 
6.5 23.0 24.5 46.0 21.3 
9.7 19.5 27.0 45.3 23.8 

10.1 17.1 16.5 55.0 5.3 
6.1 22.0 61.8 103.4 51.2 
5.9 18.0 38.5 39.1 38.2 
7.0 19.4 34.7 47.6 31.0 


in size to a gain of 38.3 per cent for the smallest hanks. 
The $2 to $5 million deposit size group was an exception 
to this trend by having shown the largest increase of all 
groups of 38.6 per cent. 

The pattern of change in earnings from securities came 
about as a result of several factors. The smaller banks 
with deposits up to $5 million had a lower average volume 
of loans outstanding in 1944 than in 1943 and this in con- 
nection with a maintenance of deposit increases commen- 
surate with or greater than those of larger banks gave 
more funds for investment in securities and larger in- 
creases in average security holdings. Banks with deposits 
of more than $5 million increased the amount of their 
loans outstanding, and in the main the deposit increases 
of these banks were somewhat less than in the smaller 
banks. The foregoing factors combined to increase the 
average. security holdings of small banks by larger per- 
centages than was the case of the holdings of larger banks. 
Time deposits were a larger proportion of total deposits 
in smaller banks than in larger banks. As a consequence, 
security maturities were longer and a higher rate of inter- 
est earned in smaller banks than in larger hanks. 

Despite the tendency for the smaller banks to increase 
their security holdings at a faster rate than the larger 
banks, there was still in 1944 a noticeable upward move- 
ment in the percentages that security holdings were of 
total assets as the size of the banks increased. As can be 
seen in the accompanying table, the differences between 
the smallest banks and the largest banks were less marked 
in 1944 than in 1943, 


4 MONTHLY REVIEW 


Banks with Interest and Dividends 


Interest & Dividends 


Average Security * 
on Securities as a 


Holdings as a 


Deposits of: on Securities Percentage of Total Percentage of 

($ Million) (Thousand Dollars) Earnings Total Assets 
1943 1944 % Inc. 1943 1944 1943 1944 
Under % 39.2 54.2 38.3 30.4 39.5 39.9 49.8 
i. 388.3 529.5 36.4 34.2 42.0 43.1 50.5 
}- 2 1,144.2 1,541.6 34.7 33.6 41.3 43.6 51.6 
2- 5 3,090.7 4,282.9 38.6 33.5 41.6 44.3 53.1 
5-10 3,168.7 4,235.0 33.7 39.5 468 47.5 55.5 
10 - 25 4,377.9 5,683.3 29.8 37.8 43.6 47.6 55.0 
25 - 50 3,448.8 4,455.4 29.2 38.0 44.4 51.3 58.2 
50 and over 17,087.8 19,533.0 14.3 53.4 55.3 57.4 59.1 
All banks 32,745.6 40,314.9 23.1 43.9 48.7 52.5 57.1 


« Average of three call dates each year. 


EARNINGS ON LOANS 


Earnings on loans of the 465 member banks in 1944 
totaled $26,513,600, a reduction of $1,076,700 or 3.9 per 
cent from 1943. Earnings from loans accounted for 32.0 
per cent of total earnings in 1944 compared with 37.0 per 
cent in 1943, and in all size groups of banks the loan 
contribution to total earnings was a smaller proportion in 
1944 than in 1943. Banks with deposits of $50 million 
and over had a perceptible increase in earnings on loans in 
1944 compared with 1943, but all other deposit size 
groups recorded smaller earnings in this period. 

With some exception the tendency was: the smaller the 
bank the larger the reduction from 1943 to 1944 in earn- 
ings from loans. This tendency was also marked in the 
changes in average loan holdings but the application was 
to banks with deposits of less than $5 million, for the 
average loan holdings of banks with deposits of more than 
$5 million were increased in this period. Banks having 
deposits of more than $50 million increased their average 
loan portfolio 23 per cent in this period and in spite of 
this rise, the earnings of these banks from loans was just 
noticeably higher in 1944 than in 1943. Other groups of 


Banks with 
Deposits of: 


($ Million) Earnings on Loans 


banks with deposits of more than $5 million showed 
smaller earnings on loan in 1944 than in 1943 despite the 
moderate increase in average loan holdings in the period. 


The reduction in average loan holdings coming as it did 
in the smaller banks is a further reflection of the self 
financing of small business and personal credit by the un- 
balanced one-way flow of funds into primary production 
areas and the inability to exchange those funds for goods 
produced in other areas. When it is again possible for 
the consumer to purchase freely, and for the merchant to 
carry receivables and balanced inventories, there will prob- 
ably be an outlet for a large loan volume to business firms 
as well as to individuals despite the high level of savings. 
The increase in average loan holdings of the larger banks 
from 1943 to 1944 has probably been in the nature of 
financing war production, 

The importance of the loan among the total assets of 
the 465 banks declined to 15.2 per cent in 1944 from 16.5 
per cent in 1943. The spread between the proportion of 
the assets in loans of the smallest banks and the largest 
banks was notably reduced in 1944 from what it was in 
1943, as can be noted in the following table: 


Earnings on Loans 
as a Percentage of 
Total Earnings 


Average Loan Holdings 
as a Percentage of 
Total Assets 


($ Thousand) 
1944 


1943 % Inc. 1943 1944 1943 1944 

Under % 76.2 67.9) —12.1 59.1 48.8 26.5 19.9 
ye] 611.6 566.1 —74 53.8 44.9 22.9 16.9 
1- 2 1,809.9 1,667.7 — 79 53.2 44.6 23.3 17.8 

2- 5 4,757.4 4,448.0 — 6.5 51.6 43.2 22.0 17.0 
5-10 3,542.5 3,357.8 — 5.2 44.1 37.1 18.7 16.0 
10 -25 4,726.4 4,557.2 — 36 40.8 35.0 19.1 15.8 
25 - 50 3,320.5 3,100.7 — 6.6 36.6 30.9 17.8 15.4 
50 and over 8,745.8 8,749.1 0 27.3 24.8 13.4 14.2 
All bank 27,590.3 26,513.6 — 39 37.0 32.0 16.5 15.2 


Service CHARGES ON Deposit AccoUNTS 


Service charges on deposit accounts yielded the 465 
member banks of this District $5,083,400 or 6.1 per cent 
of total earnings in 1944. This was an increase of 14.8 
per cent from 1943. Banks with deposits between $'% 
million and $5 million increased these service charges more 


than 20 per cent, and all size groups except two showed 
larger increases in these charges than the aggregate for 
the District. Banks with deposits of less than $% million 


reduced their earnings derived from service charges from 
1943 to 1944, and banks with deposits of $25-$50 million 
increased theirs but 1.8 per cent in the same period. 
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SERVICE CHARGES ON DEPOSIT ACCOUNTS 


($ Million) 


Banks with : Service Charges 
Deposits of: Thousands of as a Percentage 
($ Million) Dollars of Total Earnings 
1943 1944 % Inc. 1943 1944 

Under % 7.0 6.7 —43 5.4 4.9 
4 - 54.7 69.4 209 48 5.5 
le @ 180.6 223.4 6.0 
2- § 5606.1 683.3 20.7 6.1 6.6 
5-10 547.0 650.7 190 68 7.2 
10 -25 878.9 1,023.0 16.4 7.6 79 
25 - 50 718.6 731.7 18 7.9 7.3 
50 and over 1,473.8 1,695.2 150 46 48 
All banks 4,426.7 5,083.4 148 59 6.1 


Trust DEPARTMENT EARNINGS 


Trust departments are maintained in 164 of the 465 
member banks under review. The trust department earn- 
ings of these 164 banks accounted for 4.5 per cent of the 
total earnings of 465 banks in 1944 compared with 4.4 
per cent in 1943. Earnings derived from trust depart- 
ments of $3,695,600 in 1944 was 14.2 per cent higher than 
in 1943, with gains ranging from 70.1 per cent for banks 
with deposits of $1-$2 million, to 1.3 per cent for banks 
with deposits of $2-$5 million. No uniform pattern of 


Banks with 
Deposits of: Other Earnings 


($ Thousand) 


change in trust department earnings by size of bank was 
shown and by the nature of the trust business none should 
have been expected. Earnings from trust departments of 
the 164 banks are shown in the accompanying table: 


TRUST DEPARTMENT EARNINGS 
Sanks with 
Deposits of: No. of Thousands of 
($ Million) Banks Dollars 
1943 1944 % Inc. 
1 3 8 14.3 
1- 2 . 12 11.7 19.9 70.1 
2- 5 59 171.8 174.0 1.3 
5-10 32 208.2 217.4 44 
10 -25 28 375.8 453.8 20.8 
25 - 50 12 674.3 719.5 6.7 
50 and over 18 1,794.4 2,110.2 17.6 
All banks 164 3,236.9 3,695.6 14.2 


ALL OTHER AND ToTAL EARNINGS 


Earnings from sources other than those mentioned 
totaled $7,250,800 for the 465 banks in 1944 which was 
a gain of 10.4 from 1943 and about in line with the in- 
crease of 11.1 per cent in total earnings. These “other 
earnings” accounted for 8.7 per cent of total earnings in 
1944 and 8.8 per cent in 1943. For the record the details 
of other earnings and total earnings are shown as follows: 


Other Earnings 
as a Percentage of 


Total Earnings 
Total Earnings 


($ Thousands 


1943 1944 % Ine. 

Under % 6.6 9.3 40.9 
Y- 1 80.6 93.8 16.4 
1- 2 254.5 284.2 11.7 
2-5 639.8 709.0 10.8 
5-10 559.5 591.5 5.7 
10 -25 1,225.9 1,310.0 0 
25 - 50 915.6 1,024.2 11.9 
50 and over 2,885.6 3,228.8 11.9 
All banks 6,568.1 7,250.8 10.4 


TotaL EXPENSES 


Total expenses of the 465 banks amounted to $53,071,- 
300 in 1944, which was 7.0 per cent higher than in 1943. 
Total expenses required but 64.1 per cent of total earnings 
in 1944, compared with 66.5 per cent in 1943, and as a 
result net current earnings rose 19.4 per cent from 1943 
to 1944. Total expenses showed the largest increase from 
1943 to 1944 in the group of banks with deposits of $10- 
$25 million, which was due to the largest increases in both 
interest paid on time deposits and other expenses. Total 
expenses showed larger increases as banks increased in 
size up to the $10-$25 million group. Banks with deposits 
of more than $25 million had smaller increases in. total 
expenses largely because of a nominal increase in “other 
expenses.” 


SALARIES AND WAGES 


Salaries and wages paid was the largest item of expense 


1943 1944 1943 1944 % Inc. 
51, 68 129.0 137.2 64 
7.1 7.5 1,135.9 1,259.6 108 
7.5 7.6 3,400.9 3,736.3 9.9 
6.9 69 9,225.8 10,297.2 11.6 
7.0 6.5 8,025.9 9,052.4 128 
10.6 10.0 11,584.9 13,027.3 125 
10.1 10.2 9,077.8 10,031.5 10.5 
9.1 9.1 31,987.4 35,316.3 10.4 
88 87 74,567.6 82,858.3 Ml 


of banks in 1944 as well as in 1943, requiring 29.0 per 
cent and 30.1 per cent, respectively, of the total dollar 
earnings of the 465 banks. Salaries and wages paid in 
1944 totaled $24,001,600, which was 6.9 per cent larger 
than in 1943. The increases in wages and salaries in the 
different deposit size groups was remarkably similar ex- 
cept for the two smallest groups of banks whose increases 
were considerably larger than the general run. This seems 
somewhat surprising in view of the labor shortages in 
many of the large and medium-sized cities of the District, 
but is probably indicative of an effective control over wage 
ceilings which do not apply to employers of less than 8 
people. 


Salaries and wages required a smaller percentage of 
total earnings in 1944 than in 1943 in all deposit size 
groups except one. This was because the increases in 
salaries and wages paid were smaller percentagewise than 
the increases in total earnings. 
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SALARIES AND WAGES PAID 


Banks with 
Deposits of: 


Salaries & Wages 


Thousands of as a Percentage of 


($ Million) Dollars Total Earnings 
1943 1944 % Inc. 1943 1944 
Under ! 39.6 44.4 12.1 30.7 32.4 
Y%- 1 344.0 375.8 9.2 30.3 29.8 
1- 2 999.1 1,059.5 6.0 29.4 28.4 
2- 5 2,650.3 2,831.5 68 28.7 27.5 
5-10 2,419.8 2,598.1 7.4 30.1 28.7 
10 -25 3,548.1 3,786.2 6.7 30.6 29.1 
25 - 50 3,171.3 3,390.8 6.9 34.9 33.8 
50 and over 9,275.0 9,915.3 6.9 29.0 28.1 
All banks 22,447.2 24,001.6 69 30.1 29.0 


INTEREST PAtD ON TIME AND SAVINGS Deposits 


Iriterest paid on time and savings deposits amounted to 
$7,650,100 for the 465 banks in 1944, which was 10.7 per 
cent larger than these expenses in 1943. The average 
amount of time deposits increased 18.2 per cent from 
1943 to 1944, indicating a further reduction in the rate 
of interest paid. This was shown on the statement of 
operating ratios for 1944 to be a decline for the average 
bank in the District of .2 per cent from 1943 to an average 
rate of interest of 1.0 per cent. The decline in the aver- 
age rate of interest received (computed by dividing the 
total dollar amounts of interest paid by the average level 
of time deposits in both 1943 and 1944) was considerably 
larger for small banks than for large banks. In fact those 
banks with deposits of more than $50 million showed no 
reduction in the average rate of interest, as the accom- 
panying table shows: ' 


RATIO OF INTEREST PAID ON TIME DEPOSITS 
TO AVERAGE TIME DEPOSITS 


Banks with 
Deposits of: 


($ Million) 1943 1944 Change 
(Per cent) 
Under ! 1.48 1.20 —.2B 
1.32 1.11 —.21 
1- 2 1.35 1.14 — 21 
2- § 1.27 1.11 —.16 
5-10 1.09 1.02 —.07 
10 -25 .% 94 —.02 
25 - 50 84 82 —.02 
50 and over 76 76 0 
All banks 99 93 —.06 


Declines in interest rates on time deposits have not de- 
terred the expansion in time deposits, the average of which 
rose 18.2 per cent from 1943 to 1944, compared with 20.6 
per cent for demand deposits. This expansion in time 
deposits is further evidence of a wide distribution of sav- 
ings amongst the lower income classes. There was some 
tendency for time deposits to rise progressively as the size 
of the bank increased up to those banks with deposits of 
$10-$25 millions, but the differences in the rate of in- 
crease were not marked. Time deposit increases of banks 
with deposits of $25-$50 million and $50 million and over 
recorded progressively smaller increases from 1943 to 
1944 than those banks with $10-$25 million deposits, but 
the increases in time deposits of the two groups of largest 


hanks were about the same as shown in the demand de- 
posits of these banks. The chief significance of the sub- 
stantial rise in time deposits is that they are likely to have 
the effect of lengthening the bond maturities of banks and 
thereby increasing the needs for larger capital accounts. 
Time deposit expansion, on the other hand, may require a 
smaller expansion in Federal Reserve credit, or permit a 
greater expansion in member bank credit. 


The reduction in the rate of interest paid on time de- 
posits was large enough to offset the increase in time de- 
posits of banks with deposits below $2 million, but this 
cost of operation rose for banks with deposits of more 
than $2 million. The changes in amount of interest paid 
on time deposits from 1943 to 1944 and the changes in 
average time deposits are shown in the accompanying 
table : 


Banks with 


Deposits of: Interest Paid on Time Average Time 


($ Million) and Savings Deposits Deposits 
1943 1944 % Inc. 1943 1944 % Inc. 
(Thousands of Dollars) (Thousands of Dollars) 
Under % 22.4 21.0 — 63 1,508 1,750 16.1 
%- 1 209.3 205.4 —19 15,893 18,576 16.9 
+ en 591.9 575.6 — 28 43,988 50,700 15.3 
2- 5 1,516.7 1,552.6 24 119855 140,205 17.0 
5-10 1,081.3 1,208.7 11.8 98,979 118,917 20.1 
10 -25 1,072.6 1,269.7 18.4 111,556 135,604 21.6 
25 - 50 741.3 863.6 16.5 87,783 105,019 19.6 
50 and over 1,675.4 — 1,953.5 16.6 — 219,649 255,700 16.4 
All banks 6,910.9 7,650.1 10.7. 699,221 826,471 18.2 


ALL “OrHer” AND ToTaAL EXPENSES 


Expenses other than those mentioned for the 465 banks 
totaled $21,419,600 in 1944, an amount 5.7 per cent larger 
than in 1943, and required 25.9 per cent of total earnings 
in 1944, compared with 27.2 per cent in 1943. “All Other 
Expenses” of the 465 banks did not increase by quite as 
large a percentage as total expenses, but for those banks 
with deposits between $2 and $25 million the increases 
were somewhat larger. Banks having deposits of more 
than $25 million were successful in holding these expenses 
in check in 1944, as compared with 1943, and the banks 
with deposits of less than $% million were able to reduce 
these expenses in this period. 

For the record, “other expenses” and total expenses of 
the several deposit size groups are presented in the accom- 
panying table : 


Banks with 
Depesits of: 
($ Million) 


Other Expenses Total Expenses 


1943 1944 % Inc. 1943 1944 % Inc. 
(Thousands of Dollars) (Thousands of Dollars) 
Undér % 37.4 6A” —27 99.4 101.8 24 
Y- 1 306.8 318.3 3.7 860.1 899.5 46 
y< 2 897.4 953.4 6.2 2,488.4 2,588.5 4.0 
2-§ 2,224.2 2,425.3 9.0 6,391.2 6,809.4 6.5 
5-10 1,984.5 2,2090 11.3 5,485.6 6,015.8 9.7 
10 -25 3,093.5 3,440.3 11.2 7,714.2 8,496.2 10.1 
25 - 50 2,669.3 2,731.4 2.3 6,581.9 6,985.8 6.1 
50 and over 9,047.8 9,305.5 28 19,998.2 21,1743 5.9 
All banks 20,260.9  21,419.6 5.7 49.619.0  53,071.3 


MONTHLY REVIEW 7 


CHARGE-OFFs, RECOVERIES, ETc. 


As has been previously noted, the increase in net recov- 
eries and profits on the sale of assets of the 465 banks 
accounted for nearly half of the increase in net profits 
before taxes. Additions to net profits before taxes con- 
tributed by recoveries, etc., were variable as to their im- 
portance. The increase in net recoveries, etc., accounted 
for 79.2 per cent of the increase in net profits before taxes 
of those banks with deposits under $!2 million; 65.0 per 
cent for banks with deposits of $25-$50 million. Banks 
with deposits of $10-$25 million charged off more than 
they recovered, and other size groups show increases in 
net recoveries accounting for 13 to 32 per cent of the 
increase in net profits before taxes as the table shows: 


EFFECTS OF NET RECOVERIES ON PROFITS 
(Thousand dollars) 


Increase in Net Ratio of 
Banks with Increase in Net Profits Before Increases: 
Deposits of: Recoveries from Taxes from Recoveries 
($ Million) 1943 to 1944 1943 to 1944 to Profits 
% 

Under % 22.1 27.9 79.2 
“4-1 15.3 99.6 15.4 

108.4 344.2 AS 
2-5 99.0 752.2 13.1 
5-10 223.6 719.9 31.0 
10 -25 — 485 
25 - 50 1,021.5 1,571.3 65.0 
50 and over 3,088.6 5,241.4 58.9 

All banks 4,530.0 9,368.4 48.4 


Net recovieries or profits on securities in 1944 amounted 
to $4,973,600 for the 465 banks, an amount nearly 2% 
times larger than in 1943. Although net recoveries and 
profits on securities were larger in most size groups of 
banks, the most important increase came in the group of 
banks having $50 million or more of deposits. 


Net recoveries on loans were smaller in 1944 than in 
1943 for the 465 banks, but five of the deposit groups 
show larger amounts, and only three groups show smaller 
amounts. The group of banks having deposits of $10-$25 
million was the only one showing charge-offs on loans. 


Recoveries of $787,000 were made from other sources, 
probably on other real estate, by the 465 banks, but this 
increase was due to substantial recoveries by the banks 
with deposits of more than $50 million. This aggregate 
recovery contrasts with a loss of $1,032,300 in 1943 and 
had the effect of increasing net profits before taxes by 
$1,819,300 from 1943 to 1944. 


Net recoveries from securities of $4,973,600 accounted 
for 76 per cent of the total net recoveries, but contributed 
only $2,940,300 toward increasing the net profits before . 
taxes from 1943 to 1944. Recoveries on loans, being 
$229,600 smaller in 1944 than in 1943, had a reducing 
effect by this amount on net profits before taxes. 


The effect on profits before taxes from the various 
charge-offs and recoveries can be obtained from tlie fol- 
lowing table: 


CHARGE-OFFS, RECOVERIES, ETC. 
(Thousand dollars) 


Sanks with 
Deposits of: 


($ Million) On Securities On Loans Other 
1943 1944 1943 1944 1943 1944 

+ 305 + 340 + 108 
1- 2 + 77.0 + 177.2 + 710 + 488 — 264 ao 40 
a + 143.3 + 251.4 + 745 + 119.6 + 15.2 — 390 
5-10 + 194.2 + 183.0 + 305 + 159.0 — 100.0 + 6.3 
10 -25 + 203.6 + 52.4 + 242.8 — 1329 — 619.8 — 1414 
25 - 50 + 607.3 4+ 888.7 + 150.0 ' — 
50 and over + 775.3 +3,379.6 + 434.2 + 384.2 + 425.4 + 959.4 
All banks +2,033.3 +-4,973.6 +1,013.0 + 783.4 —1,032.3 + 787.0 


Tue Errect or Taxes on Net Prorits 


Net profits before income taxes of the 465 banks rose 
34.7 per cent from 1943 to 1944, while income taxes in- 
creased 47.6 per cent, thus reducing the increase in net 
profits to 31.0 per cent. Income taxes in 1944 were equal 
to 24.5 per cent of net profits before taxes compared with 
22.4 per cent in 1943. The percentages taxes were of net 
profits before taxes in 1944 ranged from 9.0 per cent for 
the smallest banks to 30.1 per cent for the barks having 
deposits of $10-$25 million. Most groups of banks show 


taxes to be notably higher percentages of net profits before 
taxes in 1944 than in 1943, and consequently income taxes 
in these groups of banks had the effect of reducing the 
percentage increase in net profits after taxes below that 
Exceptions to the foregoing being 


shown before taxes. 


the following deposit size groups of banks: Under $% 
million; $1-$2 million; and $50 million and over, as the 
table shows: 

Income Taxes as 


Banks with a Percentage of 


Deposits of: Income Taxes Net Profits 
($ Million) (Thousand dollars) Before Taxes 
1943 1944 % Inc. 1943 1944 
Under % 2.3 4.2 82.6 14.0 9.0 
4 - 29.7 50.0 68.4 9.4 12.0 
1- 2 132.1 165.1 25.0 12.8 12.0 
2- 5 394.8 576.4 46.0 12.9 15.1 
5-10 395.8 575.1 45.3 14.9 17.0 
10 -25 837.9 1,299.0 55.0 22.7 30.1 
25 - 50 519.2 1,056.0 103.4 20.4 25.7 
50 and over 3,721.5 5,177.6 39.1 27.3 27.4 
All banks 6,033.3. 8,903.4 47.6 4 245 
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CasuH Position 


The 465 banks had a larger proportion of their funds in 
earning assets during 1944 than in 1943 which is indicated 
by the declining percentages that average cash assets were 
of average total assets. This was true not only for the 
aggregate of the 465 banks, but for each deposit size group. 
Small banks in 1944, however, still held larger percentages 
of their average assets in cash than larger banks as was 
characteristic in 1943. This, of course, is a result of the 
practice of smaller banks maintaining correspondent bal- 
ances with the larger banks. It doesn’t follow, however, 
that these correspondent balances remain uninvested, since 
the correspondent usually does invest a substantial portion 
of them as is evidenced by the smaller percentage of cash 
assets to total assets in the larger banks. 

Changes in the average cash position of the 465 banks 
and the relative importance of cash among the assets is 
shown as follows: 


AVERAGE CASH ASSETS 


Banks with 
Deposits of: Per Cent of 
($ Million) (Thousand dollars) Total Assets 
1943 1944 % Inc. 1943 1944 
Under % 1,545 1,670 8&1 31.8 29.2 
14,472 17,547. 21.2 32.1 31.3 
1- 2 42,354 48,588 14.7 31.1 29.1 
+...§ 123,246 136,610 108 32.0 28.6 
5-10 122,713 125,918 2.6 32.0 27.2 
10 -25 169,397 186,113 9.9 30.8 27.3 
25 - 50 128,578 131,680 24 28.8 24.7 
50 and over 573,526 613,728 7.0 27.7 25.5 
All banks 1,175,831 1,261,854 7.3 29.2 26.3 


CapitAL ACCOUNTS 


Total capital accounts averaged for 3 call dates each 
year of the 465 banks in 1944 amounted to $274,392,000, 
an amount 5.7 per cent larger than in 1943. Total capital 
accounts of these banks were equal to 6.09 per cent of 
total deposits in 1944 and 6.92 per cent in 1943. All 
deposit size groups show lower capital-deposit ratios in 
1944 than in 1943 with the range from 13.11 per cent for 
the smallest banks to 4.71 per cent for the largest banks. 
The capital-deposit ratio is designed to show the amount 
of cushion contributed by the stockholders for the absorp- 
tion of possible asset losses in order to protect the funds 
of depositors. Since, however, cash requires no protec- 
tion and can be paid to depositors on demand, this portion 
of the assets should be eliminated to show the true func- 
tion of capital as a cushion against assets in which losses 
might occur. 

Likewise, some portion of the assets invested in govern- 
ment securities carry no risk. Bills and certificates which 
mature within a year should be classed as riskless, since 
they will be paid in cash, if desired within the period of 
one year. Under current conditions of market strength in 
the longer term bond issues of the government which ap- 
pears likely to continue until the war is over, all govern- 
ment securities for the time being might be considered to 
offer no risk, but this would not necessarily hold true 
permanently. 

Any bank which had its bond maturities so spaced as to 
have cash coming in in sufficient amounts to take care of 


its deposit shifts and required reserve funds would have 
no reason to sell long term governments and would there- 
fore have no occasion to be concerned with the risk of 
price movements, since at maturity each issue would be 
paid off in cash. 

Thus, under the concept that cash and all government 
security holdings including long term bonds which will be 
paid in cash at maturity would be riskless assets, these 
assets have been deducted from total assets and the re- 
sidual assets considered as having possible risk. Of 
course this is not strictly true. A guaranteed loan is as 
riskless as a government security, and so are many other 
specific assets, but these cannot be segregated in the sta- 
tistics available. 

The capital cushion against the risk assets as defined 
would appear under present circumstances to be substan- 
tial, and probably would be more than adequate if banks 
should stay permanently invested in government securi- 
ties in the present proportions. Capital accounts of the 
465 banks amounted to 28.8 per cent of risk assets in 1944 
compared with 28.6 per cent in 1943. All deposit size 
groups showed larger capital cushion against risk assets 
in 1944 than in 1943, except the group having deposits of 
more than $50 million. The cushion of the smallest banks 
in 1944 was equal to 45.9 per cent of the risk assets and 
of the largest banks 25.3 per cent. 

If, however, a loan demand of any note should develop, 
particularly if this demand be for term or capital loans, 
the existing capital cushion would probably prove to be 
inadequate to withstand adverse influences, or prove to be 
inadequate to stimulate the degree of risk taking necessary 
to a healthy economy. For example, the average loan 
volume of the banks with deposits of $50 million and over 
rose 23 per cent, causing risk assets to rise 15 per cent 
from 1943 to 1944, and as a consequence the capital-risk 
asset ratio in this one year declined from 27.2 per cent 
to 25.3 per cent. 

The average capital accounts of the 465 banks and their 
relation to deposits and risk assets are as follows: 


AVERAGE CAPITAL ACCOUNTS OF 465 
FIFTH DISTRICT:MEMBER BANKS 


Banks with As a Per- As a Per- 
Deposits of. centage of centage of 
($ Million) Thousand Dollars Total Deposits Risk Assets 
1943 1944 %Inc 1943 1944 1943 1944 
Under % 687 660 —3.8 16.6 13.1 22 45.9 
Y%- 1 4,690 4,902 4.5 11.6 9.6 32.0 36.7 
1- 2 13,064 13,703 49 10.6 90 29.4 32.9 
3 34,487 36,219 5.0 99 82 BS. 
5-10 32,884 34,646 5.4 94 8.1 ane ~ al 
10 -25 42,924 44,367 3.4 85 7.0 2999 31.3 
25 - 50 29,994 31,737 5.8 72 6.3 
50 and over 100,946 108,138 7.1 51:47 27.2 25.3 
All banks 259,676 274372 57 69 61 ° 286 28 


Tue Prorir 


Forty-nine per cent of the earnings of the 465, member 
banks in the Fifth District came from securities, the great 
bulk of which was derived from government securities. 
The average rate of interest earned on these securities in 
1944 according to the operating ratios of member banks 
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was 1.7 per cent or just half the rate earned in 1939. The 
trend in this rate of earnings is still downward as far as 
it affects banks, for the securities which they are permit- 
ted to purchase are becoming low coupon or low yield 
securities. 

Offsetting this decline in the rate of earnings to some 
extent will be further increases in security holdings, but 
these increases, with a cut-back in war expenditures, are 
likely to be of smaller percentages than have been experi- 
enced in several years, unless individuals and corporations 
hegin divesting themselves of the government securities 
they now hold in sufficient amounts to offset reduced treas- 
ury offerings. If individuals and corporations were to 
divest themselves of government bonds maturing in 5-10 
years, bank rates of earnings on securities would tend to 
rise; if the divestment were in savings bonds, it is prob- 
able that the rate of earnings on securities would keep on 
falling, since treasury refunding of these would probably 
be mainly in short maturity, low yielding securities. The 
earnings outlook from securities points to a further rise, 
but not as substantial as in the past year. 

Although the cash position of businesses in general is 
strong, it is believed in a number of quarters that much 
of these funds will be required to take care of accumulated 
depreciation, obsolescence, and reconversion, and that if 
anything like peacetime capacity production is approached, 
there will evolve a healthy loan demand. War production 
cut-backs and contract terminations might very well re- 
duce the outstanding loan volume somewhat before the 
peacetime production demand could get under way, but 
the use of T loans to provide working capital could pre- 
vent any overall reduction in the war production loan 
volume. 

Despite the large cash and savings bond holdings of 
individuals in the aggregate, the important segment of the 
consuming market for those goods requiring substantial 
outlays will probably be in the market for personal loans 
of one sort or another, using some of their cash and 


savings bonds as down payments. It must be remembered 
that depreciation of household equipment, farm machinery, 
motor cars, to mention a few, have created a substantial 
void of these consumer possessions. Furthermore, the 
obsolescence factor can have the force of scrapping sub- 
stantial quantities of those products which are still service- 
able. The outlook for earnings on loans points to a rising 
trend which, however, may not become evident for a year 
or more, 


On the expense side the wholesale wartime increases in 
salaries and wages is likely to terminate when cut-backs 
in war production, and a return of servicemen ease the 
tension in iabor supplies. Banks, however, have not in- 
creased salaries in proportion with those of industry in 
general and if a national high wage policy becomes the 
rule of the day, it may be necessary for banks to raise 
wages in the post-war period to attract the desired type 
of personnel. 


The excess profits tax will probabiy be the first casualty 
in the wartime tax structure. The elimination of this tax 
will have the effect of further notably increasing the net 
profits of banks from current levels. The 1944 operating 
ratios of member banks in this District shows an average 
rate of return on capital accounts before taxes of 10.7 
per cent and one of 8.9 per cent after taxes with the larg- 
est banks showing rates of return on capital accounts of 
17.2 per cent and 12.2 per cent respectively and the small- 
est banks 6.5 per cent and 5.8 per cent respectively. 


The profits outlook for banks, therefore, points to fur- 
ther notable increases, but these profits will be needed to 
fortify the capital position of banks for the important 
lending task ahead of them. For, if the people prefer to 
maintain their savings in the form of bank deposits, the 
responsibility will rest with the banks to see that full use 
is made of these savings, whether in the traditional form 
of extending loans, in facilitating building expansion, or 
in making capital loans. 


A complete record of the assets and liabilities, together with the income 
account, of the 465 banks, by size groups, will be found on pages 10 and 11. 
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ASSETS AND LIABILITIES OF 465 MEMBER BANKS 


FIFTH FEDERAL RESERVE DISTRICT 
(Thousand Dollars) 


Banks with Average 
Deposits in 1944 of: 


(Million Dollars) Under% Mtol lto2 2to5 Stoll to 25 25 to 50 50&Over All Banks 
Liabilities: 1943 | 
pS ee 4,145 40,359 122,931 349,588 349,660 505,623 415,637 1,961,997 3,749,939 
1,508 15,893 43,988 119,855 98,979 111,556 87,783 219,649 699,221 
Total capital accounts ...00000000.0.000..... 687 4,690 13,064 34,487 32,884 42,924 29,994 100,946 259,676 
All other liabilities ...........0000000.00...... 19 47 256 811 717 2,030 1,053 9,529 14,462 
Assets: 
Government securities 1,680 15,962 49,515 140,843 158,348 237,561 209,760 1,941,821 
258 3,486 9,878 29,478 23,791 24,515 19,606 61,133 172,146 
1,938 19,448 59,393 170,321 182,139 262,076 2,113,967 
Cash assets 1,544 14472 42,354 123,246 122,713 109,397 «128,578 573,526 —+1,175,831 
83 803 2,588 6,096 5,746 12,353 7,949 23,351 58,908 
1 24 184 397 831 1,406 1,405 7,744 11,992 
4,851 45,096 136,251 384,886 383,261 550,577 446,684 2,072,472 4,024,077 
1,627 14,662 44,382 120,797 = 102,200 143,619 108,346 370,792 906,425 
1944 
Liabilities: 
Total deposits 50387 S1,172 152,906 439,721 428,258 633,988 500,210 2,293,152 4,504,443 
Time deposits :18,576 50,700 140,205 118,917 135,604 ~—:105,019 255,700 826,471 
Total capital accounts ............................ 660 4,902 13,703 36,219 34,640 44,367 31,736 108,138 274,372 
All other liabilities ............. Leleidies 17 54 370 1,234 870 2,373 1,543 8,001 15,001 
Assets: 
Government securities 2,605 25,241 70,792 224,084 233,103 352,708 294,110 1,369,011 2,577,713 
242 3,098 9,334 29,304 24,189 21,964 16,336 54,218 158,686 
Total securities 2.847 28,339 86,126 253,388 257,352 374,672 «310,446 «1,423,229 
1,137 9,481 29,721 81,256 74,246 :107,304 82,348 342,673 728,226 
Cash. 1,670 = 17,547 48,588 136,610 125,918 186,113 131,680 613,728 1,261,854 
Real estate assets ..ciciccs.........cccccccesesss.s. 60 744 2,331 5,482 5,375 11,059 7,512 21,326 53,890 
17 213 438 883 1,520 1,503 8,935 13,507 
5,714 56,128 166,979 477,174 463,774 680,728 533,489 «2,409,801 «4,793,876 
1,439 13,340 41,599 116,480 104,693 141,907 107,699 427,152 954,309 
13 67 106 144 59 42 15 19 405 


1943 figures are the averages on the following call dates: Dec. 31,1942; June 30, 1943; Oct. 18, 1943 
1944 figures are the averages on the following call dates: Dee. 31, 1943; June 30, 1944; Dec. 30, 1944. 


| 

| 

| 


MONTHLY REVIEW ll 
EARNINGS AND DIVIDEND REPORTS 
OF 465 FIFTH DISTRICT MEMBER BANKS 
(Thousand Dollars) 

Banks with Deposits of: 

(Million Dollars) Under™ Lto2 2to5 Stol0 Wto 25 50 Over All Banks 
1943 
Interest and dividends on see. .................. 39 388 1,144 3,091 3,169 4,378 3,449 17,088 32,746 
Earnings on loans -........2..-....00:.01-0c00eeee 76 612 1,810 4,757 3,543 4,726 3,320 8,746 27,590 
Service charges on dep. accts. .................. 7 55 181 506 547 879 719 1,474 4,427 
Trust department earnings 0000 ee 1 12 172 208 370 674 1,794 _ 3,237 
7 80 254 640 559 1,226 916 2,885 6,568 
Total earnings .................... 129 = 1,136 3,401 9,226 8,020 11,585 - 9,078 31,987 74,568 
Salaries and wages .. 40 344 999 2,650 2,420 3,548 3,171 9,275 22,447 
Interest on time deposits ..................-....-.- 22 209 592 1,517 1,081 1,073 742 1,675 6,911 
All other expemses 37 307 897 2,224 1,985 3,093 2,609 9,048 20,201 
Total expenses 00.0.0... 99 860 2,488 6,391 5,486 7,714 6,582 19,998 49,619 
Net current earnings ......................... a 30 276 913 2,835 2,540 3,871 2,496 11,985 24,949 
Net recoveries or losses on sec. ............ +2 4+ 31 + 77 + 143 + 194 + 204 + 607 + 775 + 2,033 
Net recoveries or losses on loans ............ —1 +11 4+ 7 + 7 + 31 + 243 + 150 + 434 +1,013 
All other recoveries or losses .................. —1I5 — 1 — 7F + 15 — 100 — 621 — 712 + 426 —1,032 
Net charge-offs or recoveries .............. —14 + 41 + 121 + 233 + 125 — 174 + 45 +1,635 +2,014 
Profits before income taxes ................. 16 317 1,034 3,068 2,065 3,697 2,541 13,624 26,963 
Taxes on net income 200.000.0000... 2 30 132 395 396 838 519 3,721 6,034 
Net profits after taxes .........................- 14 287 902 2,673 2,269 2,859 2,022 9,903 20,929 
Cash dividends declared ..000.0000..00........ 9 92 310 1,024 892 1,362 876 3,875 8,439 
1944 

Interest and dividends on sec. ................ 54 530 1,542 4,283 4,235 5,683 4,455 19,533 40,315 
Earnings on loams -...........0......cccceeeeeees 67 566 1,668 4,448 3,358 4,557 3,101 8,749 26,513 
Service charges on dep. accts. .........0..... 7 69 223 683 651 1,023 732 1,695 5,083 
Trust department earnings 2.000000 ee 1 20 174 217 454 720 2,110 3,696 
All other earnings ..........0.00.0.0.-0--.ece 9 94 284 709 592 1,310 1,024 3,229 7,251 
Total earnings 137 1,260 «10,297 35,316 82,858 
Salaries and wages .................00-..0cccsesceeo 44 376 1,060 2,831 2,598 3,786 3,391 9,915 24,001 
Interest on time deposits —............00000..-. 21 206 576 1,553 1,209 1,270 864 1,954 7,050 
All other expenses 2...........0....cccceeccecceeeeeeeee 37 318 953 2,425 2,209 3,440 2,731 9,305 21,420 
Total expenses 102 900 2,589 6,809 6,016 8,496 6,986 21,174 53,071 
Net current earnings |... 35 360 1,148 3,488 3,037 4,531 3,046 14,142 29,787 
Net recoveries or losses on sec. ............ +7 +34 + 177 + 251 + 183 + -.99 + 889 + 3,380 +4974 
Net recoveries or losses on loans ............ +2 +21 + 499 +120 + 1599 — 133 + 181 + 384 + 783 
All other recoveries or losses 000000000000 eee + 1+ 4-—- 39 + 6 — 141 — 3 + 960 + 787 
Net charge-offs or recoveries .............. +9 + 3% + 2320 + 332 + 38 =j%— 222 +1,067 +4,724 +6,544 
Profits before income taxes .................. 44 416 1,378 3,820 3,385 4,309 4,113 18,866 36,331 
Taxes on net income 20.00.0000 ee 4 50 165 577 575 1,299 1,056 5,188 8,903 
Net profits after taxes _................ seiecinn an 40 366 1,213 3,243 2,810 3,010 3,057 13,688 27,428 
Cash dividends declared 200000000... 12 101 344 1,084 962 1,443 967 4,127 9,038 
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